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INTRODUCTION

This document sets forth the major compli-
ance requirements that should be considered in
an organization-wide sudit of State and local
governunents that receive Federal assistance. It
supplements OMB Circular A-128, “Audits of
State and Local Governments.®

Following the Introduction, the document is
divided into Parts 2 and 3. Part 2 contains those
generally applicable requirements that shall be
considered in financial compliance audits. Gen-
erally applicable requirements are national
policies prescribed by statute, Executive order,
or other authoritative source and which apply to
the assistance programs of two or more agencies.
Those included here are ones that, if not
observed, could have a material effect on the
organization's financial statements including
those prepared for Federal programs.

Of particular note is inclusion of the require-
ment for periodic Federal financial reports, as
specified in Section .41 of “Uniferm Administra-
tive Requirements for Grants and Cooperative
Agreements %o State and Local Governments”
(common rule) published in the Federal Register
on - March 11, 1985 and agency regulations
covering open-ended entitlement programs. The
auditsr’s test of compilance with this require-
ment, for those grant programs where such
requirements exist, provides the Federal Gov-
ernment w:th the necessary assurances of
completeness and reliab:lity of such reports.

Part 3 of the documnent provides requirements
that are spec:fic to programs that provide over
90 percent of the Federal aid to State and local
governments. For each program, the following is

provided: Otjectives of the program; a brief"

description of how the program operates; and
the major compliance requirements, including a
Code of Federal Regulations (CFR) or statutory
reference where additional information for the
requirement can be obtained. The requirements
are crganized into five categories: (1) types of
service allowed or unallowed; (2) eligibility; (3)
matching, level of effort or earmarking require-
ments; (4) reporting requirements; and, (5)
special tests and provisions. Federal agencies.

have determined that, in general, not complying
with those requirements might materially affect
the program.

Each requirement is accompsnied by sug-
gested audit procedures that can be used to test
for compliance. These are not the only proce-
dures an auditor can use. Nor are they manda-
tory procedures. Auditors should apply
professional judgment and use any procedures
that they choose to decide the extent of reviews
and tests performed. Some of the audit proce-
dures call for review and evaluation of internal
controls. If these reviews and evaluations have
been made as part of the review of the internal
control structure, the audit procedures on indi-
vidual programs should be tailored sccordingly.

Since some programs provide funds that pass
fiom one level of government w another, some of
the requirements are for the government that
receives the funds initially and makes the
allocations to others; some are for the govern-
ment that receives the 2%inds ultimately and
provides the services; and, some are for both.
The auditor should be able to determine the
applicable procedures in each instance.

The Federal departments and egencies have
identified the compliance requirements and
suggested audit procedures for each program as
the ones that will meet the compliance testing
requirements of Circular A-128, “Audit of Stat2
and Local Governments.” However, the auditor
is responsible for ensuring that specific require-
ments which are modified because of chenges in

laws or regulations are inciuded in the eudit
“procedures.

Questions regarding a requirement, inc'uding
requests for information about changes in re-
quirements, should be addressed to the adminis-
tering agency. Requirements and suggesiad
audit procedures for smaller grant programs not
contained hersin can also be obtained from the
administering department or agency. Also, audi-
tors may refer to the statute or Code of Federal
Ragulations to obtain complete requirements.

b
*

i
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GENERAL REQUIREMENTS

Several statutory and regulatory require-
ments are applicable to all or most Federal
assistance programs. The following are those
requirements that involve significant national
policy and for which failure to comply could have
a material impact on an organization’s financial

statements including those prepared for Federsl
programs.

Accordingly, these compliance requirements
shall be included as part of every audit of State,
local, and Tribal government that involves
Federal financial assistance whether or not the
government has a major program.

POLITICAL ACTIVITY

Compliance Requirement

Federal funds cannot be used for partisan
political purposes of any kind by any person or
organization invoived in the administration of
federally-assisted programs.

[Hateh Act (5 U.S.C. 1501-1508) and Intergov-
ernmental Personnel Act of 1970, as amended by
Title VI of Civil Service Reform Act (Public Law
95-454 Section 4728)}.

Suggested Audit Procedhns

®Test the expenditure and related records for
indications of lobbying activities, publica-
tions, or other materials intended for influ-
encing legislation or similar type costs.

oTest the personnel and payroll records, and
identify persons whose responsibilities or
activities include political partisan activity.

oTest whether the above costs, if any exist,
are charged directly or indirectly, to f{eder-
ally-assisted programs.

DAVIS-BACON ACT

Compliance Requirement

When required by Federal grant program
legislation, ail laborers and mechanics employed
by contracters cor subcontractors to work on
construction srojects financed by Federal assis-
tance muyst be paid wages not less than those
established for the locality of the project by the
Secretary of Labor. {40 Stat 1494, Mar. 3, 1921,
Chrap. 411, 40 U.S.C. 276A-276A-5).

Suggested Audit Procedures

¢ Identify the programs involving construction
activities.

®Review selected construction contracts and
subcontracts and determine whether they
contain provisions requiring the payment of
“prevailing” wages.

®Review the government's system for moni-
toring aprlicable contractors and subcon-

tractors with respect to payment of prevail-
ing wages and evaluate for adaquacy.

®Review the monitoring system for contracts
for selected programs and determine
whether there is adherence to the preseribed
procedures.

o For governments which have not developed

a system, or whose system is not operating

. effectively: '

— Obtain the “local” DOL wage determina-
tion from the auditee, the architect/engi-
neer (A/E) managing the project, or DOL.

— Obtain from the auditee payroll registers
of the construction company and test to
determine whether wages paid conform to
the prevailing wages.

23
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CIVIL RIGHTS

Compliance Requirement

No person shall, on the grounds of race, color,
. national origin, sge, or handicap, be excluded
from participation in or be subjected to discrimi-
nation in any program or activity funded, in
whole or in part, by Federal funds. Discrimina-
tion on the basis of sex or religion is also
prohibited in some Federal programs. (Age—42
U.S.C. 6101 et seq.; Raca—42 U.S.C. 2000d;
Handicap—29 U.S.C. 794.)

- Suggested Audit Procedures

®Determine whether the governmental unit
has announced a formal policy of nondis-
crimination.

8For recipients employing 15 or more per-
sons, ascertain whether a person has been

designated to oversee civil rights compli-
ance.

®Ascertain from the grant agreements
whether any of the programs contain prohi-
bitions against diserimination on the basis of
sex or religion.

® Ascertain the number of complaints filed
with Federal, State and/or local agencies

responsible for ensuring nondiscrimination
in government programs during the fiscal
year, the status of unresolved complaints or
investigations, and the actions taken on
resolved complaints or completed investiga-
tions.

® Ascertain whether programs contain prohi-
bitions against discrimination in employ-
ment; for those programs (1) review the
annual report filed with the Equal Employ-
ment Opportunity Commission (EEQC), if
any; (2) ascertain the number of complaints
or completed investigations; and, (3) review
the status of unresolved complaints or inves-
tigations and the actions taken on unre-
solved complaints or completed investiga-
tions. ' :

®Determine whether facilities financed by
Federal funds that are required to be located
in a nondiscriminatory manner are so lo- .
cated. '

o(Obtain representation and/or attorney let.
ters to determine if any civil rights suits
have been adjudicated or are pending.

CASH MANAGEMENT

Compliance Requirements

Crantee firancial management systems shall
include procedures to minimize the time elapsed
between the transfer of funds from the U.S.
Treasury and the disbursement of funds by the
grantee. )

Advances made by primary vecipients to
secondary recipients shall conform substantially
to the same standards of timing and amount as
apply to advances . by. Federal agencxes to
primary recipient organizations.

Suggested Audit Procedures
®Review the government's cash forecasting
process and evaluate for adequacy.

®Review the goyernment’s system for request-
ing Federal funds and evaluate whether it is
adequate to keep Federal cash disburse-

-

ments limited to the government's immedi-
ate needs.

®For selected grant programs, determine
dates and amounts for selected advances,
drawdowns and other receipts of Federal
funds and compare to the dates the funds
were disbursed and/or checks were pre-
sented to the banks for payments.

®For the same programs, evaluate the size of

" the balances in relation to the programs

needs.

®Raview the government’s system for moni-
toring advances and payment requests by
secondary recipients. Evajuate whether the
system is sufficient to limit payments to
amounts needed to meet unmedxate cash
requirements.

' For pepases of this cspplerment, sdequacy can be inwerpreted as providing s reasonable assurance that the system or procedurss, if followed,

will result in the wiended event or scuon occurring.
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* Review selected cash reports submitted by
subrecipients and detarmine if the reports

show large smounts of axcess cash. If they
do, ascertain why,

RELOCATION ASSISTANCE AND REAL PROPERTY ACQUISITION

Compliance Requirement

Federal aid programs may requirs the seguisi-
tion of property by a public agency and subse-
quent displacement of households and
businesses.

- Grant recipients acquiring property in the
administration of Federal aid must carry out
certain actons systematically, ¢.g., have prop-

erty appraised in presence of owner, review.

appraisals, set price and negotiats settlements.
Similarly, when displacements (relocations) are
involved,the recpient must, for example, provide
assistance aystematically in locating replace-
ment housing, assure that it meets acceptable
standards and maintain records on all acquisi-
tions and displacements (Uniform Relocation
Assistance and Real Property Acquisition Poli-
cies Act of 1970 (URA) (Public Law 91-546 as
armended by the Uniform Relocation Act Amend-
ments of 1987, Title [V of the Surface Transpora-

tion and Uaiform Relocation Act of 1987 (1987
Amendments) Public Law 100-17, 101 Stat
246-~256 (See Common Rule Appendix B).

Suggested Audit Procedures

¢ Ascertain whether the recipient {s adminis-
tering a Federal or federally.assisted pro-
gram that involves the acquisition of prop-
erty or the displacement of households or
businesses by a public agency.

* Review the organization’s system for compli-
ance with relocation assistance and real
property acquisition uquemenu and eval-
uate for adequacy.

* Raview the monitoring system for relocation
and acquisition activity for selected pro-
grams and .determine whether there is ad-
herence to the prescribed procedures.

FEDERAL FINANCIAL REPORTS

Compliance Requirement

Most Federal programs require the periodie
submission of financial reports that fall within
one or more of the following three categories.
The special requirements for each grant pro-
gram are presented in the Raporting Require-
ments (IO-D) section for that program. The
suggested audit procedures-ara provided below
to facilitate the requirement for the auditor to
ccrament on completeness and accuracy. (Section
41, “Uniform Administrative Requirements for
Grants and Cooperative Agreements to Stata
and Local Governmeota® (Comumon Rule) and
Treasury Circular 1075, 'Mt.hd.rnd of Cash
from the Treasury for Advances under Federal
Grant and Other Programs®)

1. Secton ___.41, “Upiform Administrative
Requirements for Grants and Cooperative
Agreements o Stats and local Governments®,
licts four required financial reports that apply to
most of the programs deacribed in this docu-
ment,

* Financial Status Reports (SF-269 and
SP-363A)—Report status of funds for all
non-construction programs.

* Request for Advance or Reimbursement
(SP-270)—Requests funds for non-construc-
tien programs when advance letter of credit

or predetermined advance payments are not
used.

* Qutlay Report and Request for. Reimbdur-
sement for Construction Programs (SF-
£71)—Requests reimbursements and reports
status of funds for construction programs.

¢ Federal Cash Transactions (SF-272)—
Reports cash transactions and balances for
grantees receiving cash by letter of credit or
Treasury checks.

2. Treasury Circular 1075 lists two alternative
cash management reports, one of which applies

to: each program financed through letters of
eredit:

* Raquast for Payment oo Letter of Credit and
Status of Funds Report (SF-183).
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 Paymerit Youcher on Letter of Credit (TFS-
5401).

3. Certain Federal agences have received
OMB approval to adapt the above reports or
require cther financial reports to meet their
particular program needs.

Suggested Audit Procedures

¢ Raview the proce.duns for preparing the
Federal financial reports and evaluate for
adequacy.

-Sunplo Federal financial reports for each

major and/or material program and review
for completeness of submission.

* Trace data to the supporting documentation,

Le., work sheets, ledgers, ete.

* Raview tdjustmenu made to the general

ledgsr amounts in the report affecting Fed-
eral programs and evaluate for propriety.

ALLOWABLE COSTS/COST PRINCIPLES

Compliance Requirement (Direct and Indi.
rect Coste)

The cost of a federally-supported program is
comprised of the allowable direct cost of the
program plus its allocable portion of allowable
indirect costs less applicable credits., Federal
cost principles are designed to provide that
federally-assisted programs bear their fair share
of recognized costs as determined by allowable
cost principles. No provision for profit or other
increment above cost is intended.

OMB Circular No. A-87, *Cost Principles for
State and Local Governments,” establishes prin.
cdples and standards for determining costs
applicable to grants, contracts, and other agree-
ments with State and local governments and
federally-recognized Indian Tribal governments.
A cost is allowable {cr Federa] reimbursement
only w the sxtant of benefits received by Federsl
pregrams, eand costs must meet the basic
guidelines of allowability, ressonableness, alloca-
bility and remain the net of all applicable
cradits.

(OMB Circular No. A-87 is issued under Ahe ;e

autherity of the Budget and Ascounting Act of

1921, as amended; the Budget and Accounting
Proaduns Act of 1950, as amended; Reorgani.
zation Plan No. 2 of 1920; and, Executive Order
11541.)

Suggested Audit Procedures

For transactons selectad by the auditor which
involve Federal funds, determine whether the
costs meet the criteria set forth in the “Basic
Guidelines® of Circular A-87, Attachment A,
paragraph C, i.e., that the cost is:

1. Necessary and ressonable for the
performance and administration of the

-

Federal program and be allocable
thersto under the provisions of the
Circular.

2. Authorized or not prohxbnted under Stats

~or local laws or regulations. Certain
costs require specific approval by the
grantor agency while some costs are
not allowable as set forth in Circular
A-87, Attachmaent A,

3. Conforms to any limitations or exclusions
set forths in Circular A-87, or limita-
tions in the program agreement or
specific requirements in the program
regulations.

4. Given consistent trestment with polides,
regulations and procedures applied
uniformly to Federal and nan-Federal
activities of the governmental unit.

5. Given consistent accounting treatmen:
within and between accounting periods
and not allocable to or included as a
direct cost of a Federal program if the
same or similar costs are allocated ‘o
the Faderal program as an indirect

~ cost.

8. Detarmined in sccordance with gererany
accepted accounting prindples.

7. Not included as a cost or used to meet
cost sharing requirements of other
federally-supported activity of the cur-
rent or prior period.

8. Nat of all applicable credits, e.g., voluwre
or cash discounts, refunds, rental
income, trade-ins, scrap sales, direct
billings (in the case of indirect cost),
ete,

9. Supported by underlying documentation,
0.g., time and attendance payroll re.

- cords, time and effort records for
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swployees charged t» more than one
activity, approved purchass orders,
receiving reports, vendor invoices, can-
celled checks, ete., as appropriate, and
is correctly charged as 0 program,
account, amount and period.

Compliance Requirement (Indirect Costs
Only)

In order to get reimbursed for indirect costs or
centralized servicas, recipients must prepare
cost allocation plans (CAP) and/or indirect cost
rate proposals (IDCRP) that provide a basis for
allocating indirect costs to Federal programs.
Each State, State department and major local
unit of government, ss well as any other
organization specifically requested to do so,
must submit its CAP/IDCRP to its cogunizant
agency for spproval. Other unlisted organiza-
tions must prepare the appropriats plansipro-
posals and maintain them on file for later review
but may use their results in the mean time,

CAPs and IDCRPs are usually prepared on a
prospective basis uaing actoal financial data
from s prior year or budgeted data for the
current year. Whean the actual costs for the year
are. determined the differencs between the
originally-proposed costs and the actual costs
are either carried forward to a subsequent
CAP/IDCRP or adjusted with the grantng
Federal agency on a retroactive basis. In cases
where fixed rates are determined and approved
by the ccgnizant Federal agency, subsequent
adjustents ars not made.

There ars three types of plany/ proposals:

» Sigte and Local-Government-wide Coet
Allocation Plans—which desecribe the
methods to be used for billing centralized
services (such as computer centars, fringe

beoefits, motor pools, ets.) to individual user

organizationy/ activities (referred to as Sec-
tica Il costs) and which allocats the costs of
unbilled ceotral services (such as account-
ing, personnel, ete.) to the individual user
departments or activities (Section [ costs).

s Departmental or Lotal Indirect Cost
Rate Proposals—which combine the billed
or allocated costs (if any) from the State.
wide or lecal-wide plan with the departmen-
tal or local level indirect costs and computa
an indirect cost rate(s) to be used in charg-
ing indirect costs to direct programs and
activities,

sPublic Assistance Cost Allocations
Plans—which describe the mathods o be
used to allocate Stats-or local-wids allocated
or billed indirect costs and deparimental
indirect, administrative, and operating costs
of Stats or local welfare or human services
organizations to the Medicaids, Food
Stamps, Child Welfars programs, ete. These
plans are required by the terms of 45 CFR
Part 98 which incorporatas Circular A.87 by
reference and are required to be revised and
submitted to the Federal Government when-
ever an organizational or programmatic
change invalidates the currently- approved
approach.

Audit procedures must be tailored according to
the sizs and type of organization being reviewed.

Suggested Audit Procedures (General)

Determine whether indirect costa or central-
ized or administrative services are being
charged to Federal awards. If not, the rest of
this section does not apply. If such costs are
being charged, the following guidelines should
be followed:

* Obtain and read the current CAP and or
Negotiation Agreement and detertiine the
types of ratss and procedures required.

s Select a sample of claims for reimbursement
submitted to the Federal agency and deter-
mine if the amounts charged and rates used
are in accordance with the plan and if rates
;.re being proparly applied to the eppropriete

ase.

¢ Determine whether the CAPs or IDCRPs
have been approved by the appropriats
Federal agency and whether or not the
- resultant rates or amounts charged are Enal
or are still open to adjustment or revision,
either immaediately or as a carryover adjust-
ment in a futurs period. If approved and
final, the results of the audit work shall be
reflectad, if appropriate, in recommenda.
tioas for future procedural improvements.
e Raview on a test batis supporting documen.
tation to determine whether:
—The indirect cost pool or centralized
servics costs contain only items that are
.. consistent with the applicable cost princi-
ples and negotiated sgreementa.
—The methods of allocating the coets are in
accordance with the provisions of Circular
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A-87, other applicable regulations and
negotiated agreemants,

—Statistical data (e.g, square footage,
populatioa, operating time, miles driven,
case ccunts, ealaries and wages) in the
proposed allocation or rate bases are
reasonehle, updated as necsssary and do
not coutain any material omissions.

—Time studies or time and effort reports
(whers and if utilized) are mathematically
and statictically accurate, are im-
plemented s approved, and are based ¢n
the sctual effort devoted to the various
functional and pregrammatic activities to
which the salary and wage costs are
charged.

~—The indirect ¢costs charged to Federal
programs are supported by amounts
recorded int the accounting records from

which the most recontly-issued Gnandal

statements were prapared.

— Other adjustments are made to compens-
ate for differenzes between actual an
estimated costs of fscal years, :

Additional Audit Procedures—Siate-Wide
and Local-Wide Plans

¢ For Secticn I] (direct biiled) services, deter- .

mine whether:

~The rats base includes all users and
trests them In a consistent manner.

—Any retained earning or unsrpended
earnings (including reserves) are prasent
and, if so, detarmine: (a) if they have been
computed in sccordance with the applica-
ble cost prindplas, () if they are exces.
sive in amount, and (¢) whather a refund
has been made to the Federal Govern.
ment for its fair share of any amounts
thereof which have been removed (trans-
ferred out) or borrowed from the fund

—Frings benefit allocations, charges or
rates deal fairly with differing levels, if
any, of benefits provided to different
classes of employees.

—Indepeadent actuarial studies appropri-
ate for self-insurance programs and cer-
tain type of fringe benefit programs are
performed and, if so, are kept current.

¢ Costs chargesble directly to Federal grants
or any other direct activity (including any
costs required for matching or cost sharing)
have beea excluded from the pool of indirect
costs and been included in the base.

* The users of services are billed in a consis-
tent manner and billing rates (or charges)
have been adjusted to eliminats profits and
unallowable costs. :

DRUG-FREE WORKPLACE ACT

Compliance Requirement

All grantees receiving grants, including coop-
erative agreements, fre: any Federa) agency
must carify that they will provide s drug-free
workplace, or, in the case of a grantee who is an
individual, certify to the agency that his or her
conduct of grant activity will be drug-free.
Making the required certifcation has been a
precondition of receiving a grant from a Federal
agency since March 18, 1989. Every grantee,
except & State or State agency, is required to
make this certification for sach grant. A Stats or
a State agency may elect 0 make a tingle
annual cortification to each Federal ageacy from
which it oblains grants if the Federal agency bas
designated a central lgcm’on for submission.

The grantes certifies that it will provide a
drug-free workplace by:

(a) Publishing a policy stalament notifying
employees that ths unlawful manufacture, dis.
tribution, dispensing, possessica or uss of a
controiled substance is prohibited in the
grantee's workplace and specifying the actions
that will be takea against employees for viola-
tion of such prohibition;

(b) Establishing an ongoing drug-free aware.
ness program to inform employees about:

s The dangers of drug abuse in the workplace;

o The grantee’s policy of maintaining & drug-
fres workplacs;

s Any available drug counseling, rehabilita-
tion, and employee sssistance programe:
and, :

¢ The penalties that may be imposed upon

employees for drug abuse violations occur-
ring in the workplacs;
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(¢) Making it a requirement that sach em.
ployes to be engaged in the performance of the
grant be given a copy of the statsment required
by paragraph (a);

(d) Notifying the employes in the statement
required by parsgraph (a) that, as & condition of
employmeat under the grant, the smployes will:

¢ Abide by the tarmas of the statement; and

* Notify the employer in writing of any crimi-
nal] drug statute conviction for a violation
occurring in the workplace no later than five
calendar days after such conviction;

(e) Notifying the agency in writing within ten
calendars days aflar receiving notice under
subparagraph (dX2) from an employes or other-
wise receiving actual notics of such conviction;

(f) Taking one of the following actions, within
30 calendar days of receiving notice under
subparagraph (dX2), with respect to any em-
ployes who is so convicted:

» Taking appropriate personnel action against
such an employee, up to and iacluding
termination; or

¢+ Raquiring such employee to participate sat-
isfactorily in a drug abuse assistance or
rehabiitation program approved for such
purposes by a Federal, State, or local health,
law enforcement, or other appropriate
agency.

(Public Law 100.690 Title V, Subtitle D, 41
USC 701 ot seq.)

Suggetted Audit Procedures

* Determine through discussions with employ-
oss and written communications to employ-
ees whether the grantee has taken sction Lo
provide a copy of the policy statament to
each employes sngaged in the performance
of a grant.

o Ascertain whether the statement contains
all the necessary notifications.

* Determina whether the grantse had estab-
lished an ongoing drug-free awareaess pro-
gram which meets the requirements out.
lined above.

* Determine whether the report made to Fed-
eral grantor agencies on coavictions of em-
ployeses is filed and complete.

* Test & sample of smployee files and deter.
mine whether the report made to Federal
grantor agencies on convictions of employees
is complete and if convictions were reported
within 10 calendar days after the employer
received any notice of an smployese’s convic-
tion. . '

* Ascertain whether the grantse took the
required personnel or treatment referral

action within 30 calendar days after receiv-
ing notice of an employes convicton.

ADMINISTRATIVE REQUIREMENTS

Federa] assistance programs, with certain
exceptions, are subject to the proviaians of
“Uniform Administrative Requirements for
Grants and Cooperative Agreements to State
and Local Governmenta® (Common Rule). The
Cornmon Rule does not apply to grants and
subgrants to State and local institutions of
higher sducation or State and local hospitals;
block grants authorized by the Omnibus Budget
Reconciliation Ast of 1981; entitlement grants
and other grants or payment programs specified
in the Common Rule. Thess exceptions are
specified in the Common Rule under the Appli-
cability privisions of Subpart A.

Three Common Rule sdministrative require-
ments, financial reporting, cost princples and
cash manasgement principles, are covered else-

-

where in this part of the Compliance Supple-
ment. The suditor should also consider those
common agency administrative requirements
listed below from Subpart C of the Commen
Rule. Agency regulations fog those grant pro-
gram requirements not covered by the Common
rule are addressed in departmental regulations.

* Interest sarned on advances
o Period of availability of funds
_* Program income

* Real property

» Equipment

. o Supplies

.« Subawards to debarred and suspended par.
ties '

2-9




+10 OENEBAL REQUIREMENTS
« Procurement Suggested Audit Procedures
* Subgrants ¢ Detarmine the applicable administrative re-
» Revolving fund repayments quirements that are material to the Federal

4

awards.

* Reviaw and evaluate internal controls in the
administrative areas selected for review.

* Test transactions for compliance.

s




DEPARTMENT OF LABOR

UNEMPLOYMENT INSURANCE

(Federal Unemployment Tax Act/Employer Tax Credits)
17.225

This compliance supplement covers require-
ments for receipt of the administrative grants
provided to State Employment Security Agencies
(SESAs) to operate the Unemployment Insur-
ance Program, and for State employers’ receipt
of tax credits against the Federal unemployment
tax. ’

(The compliance requirements for the Fed-
eral/State Extended Benefit Program and Fed-
eral benefit programs for former Federal civitian
and military employees are covered in separate
supplements.)

1. PROGRAM OBJECTIVES

The objectives of the Unemployment Insur-
ance Program are to pay benefits to unemployed
workers for periods of involuntary unemploy-
ment and to stabilize the economy by maintain-

ing the spending power of workers while they
are between jobs. This program is authorized
under the Federal Unemployment Tax Act and
Titles III, IX, and XII of the Social Security Act.

II. PROGRAM PROCEDURES

The Unezmployment Insurance Program was
established in 1935 as a joint Federal and State
system. The Federal and State governments are
jointly responsible for administering the unem-
ployment insurance system.

In general, each State is free to establish its
own unexplcyment insurance law and program
covering all aspects of the Unemployment Insur-
ance Program, including tax structure, qualify-
ing requireTents, benefit levels, and
eligzibiiity/disqualification provisions. The Fed-
eral Unempioyment Tax Act (FUTA) levies a
payroil tax on employers as defined in Section
3306(a) of FUTA. Employers in States with
approved State unemployment insurance laws
may take credit against this tax for taxes paid

under State laws. Additional tax credits are
available to employers in States that have
experience rating as the basis for taxes paid
under the State unemployment insurance law.
